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December 18, 1998

Chairman William Keniicrd

Federal Communicatic"5 Commission

1919 M. Street, N.W.

Washington, D.C. 205::~

Dear Chairman Kenn,,:-::

We are members of t--:: Financial Community who advise investors about telecommunications

companies and whc - ~Ip these companies raise capital. We follow the Commission

proceedings with grec: iterest.

We are writing you ::·day to provide our thoughts on the recent proposals by various

businesses and entitie5 :hat the Commission force cable operators to unbundle their networks

so as to permit third ~::"lies to offer cable-based data services. We believe adoption of these

proposals would sign::=: ::antly slow down the deployment of advanced telecommunications

services and would r-:::2rd the substantial progress the Commission has made toward the

deregulatory, compe:ctive telecommunications market envisioned by the 1996

Telecommunications Re=::>rm Act.

We urge the Commissi:-., in evaluating these proposals, to consider the following:

1. The market for Internet access and data transmission services is a highly

vibrant, competitive and innovative market.

Over the 64 yec~ of the Commission's existence, it has had to deal with a number of

issues raised by markets in which there was only one provider. Internet access is a

very different r.:2 rket. It is fiercely competitive, with consumers haVing dozens of

choices and seve-al access opportunities in each market. The extraordinary explosion

of innovations c:-:d new companies over the last several years provides compelling

evidence that this is not a market that requires new government regulation.

Some now argue 'Lhat broadband access is a different market and that the Commission

should act now t,o assure there are many providers. This argument is contrary to

marketplace re2:i:y. As financial analysts, we would never advise a client about a

proposed investrr.ent in the broadband market without a thorough evaluation of trends

in the narrowbar.::: market. As the record in the Commission's proceedings clearly
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shows, narrowband service is a viable, and in many cases attractive, substitute for

broadband.

Further, the Commission does not have to act now to assure that there will be many

providers of broadband access; the market is already doing so. Over the last year,

investors in capital markets have had numerous opportunities to invest in a wide range

of companies pursuing two-way broadband business strategies. These businesses

include: phone companies offering ADSL and ADSL-Ute; MMDS and other fixed wireless

companies; utility companies; and satellite companies offering such products as Direct

Pc. There are at least five networks with national footprints offering the opportunity for

competition as great as that offered by the wireless phone industry, where the

Commission has wisely taken a deregulatory approach.

The investment in these facilities and companies are already in the tens of billions.

With that kind of investment, the market is clearly signaling that it believes many

competitors have a realistic chance of offering high-speed, broadband Internet access.

The presence of these facilities, the plans for many more, and the continuing

innovations in this marketplace should give the Commission comfort that such

marketplace is, and will continue to be, highly competitive.

2. Serious consideration of an unbundling proposal will dampen the willingness

of the market to finance deployment of upgraded cable facilities, other

broadband facilities and related equipment.

It cannot be stated strongly enough that even a hint of regulating the cable network as

a common carrier would severely diminish the willingness of investors to finance system

upgrades and new facilities.

As soon as such a threat is seen by the market as a realistic possibility, the uncertainty

factor would immediately stall further upgrades and delay rollouts, just as uncertainty

about the ultimate levels of federally mandated LEC resale rates delayed several cable

operators' push to deploy lifeline telephony services. The ultimate financial implications

of such a rule would not be known until the Commission worked through all the time­

consuming details, such as interconnection rates, co-location terms, and minimum set­

aside for third parties, among others. Even then, investors would still need to wait until

the court challenges were completed before they could be certain of the terms and

conditions of their investment. Not only would this uncertainty diminish the ability of

corporate entities to plan new bUildouts, but it would effectively kill the public equity

market for financing.
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ThIs would not just etl'ect the finanCing of the cable plant; It would also create, In the

eyes of the flnandal mar1<ec, a dangerous precedent in which ~nyone who builds a

superior network would risk having that network subsequently ·subject to common

carrier regulation. At a minimum, this would significantly raise the cost ot capital for

new competltors. More likely, it would be the death knell for any number 01" other

proposed high-speed broadband communications systems.

The enthusiasm of those who would speed the deployment or broadband networks by

subsidizing the cost of the customer equipment wou·,d also be dampened. As the cost
of QJstomer equipment Is one of the major deterrents to rapid deployment, this kind of
arrangement is critical to building early customer acceprance, and COmmiSsion action
that would undercut such transactlons wiJI eliminate this kind of support.

We are excited about the economic and social benefits that new technologies can <:Teate for
America. We believe that the Federal COmmunications Cornmi$$ion has appropriately

llrtleulated speeding the deployment of broadband networks as one of It3 most important
goals, but that goal will never be reached and these benefits will never be realized if the
Conuni$$Joo acts in a way that undermines investor confidence to provide capital for these

new networks.

Sincerely yours,

~~~nbH~~
Credit Suisse First Boston Oonaldsoo, Lufkin ~ Jenrette
Corporation Securities

_ •. >\

Thomas w. Ea~n
PaineWebber rricorporated.

Jessica Reif Cohen

Merrill lynch, Pierce,

Fenner- &. Smith Incorporated
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ThIs woula not Just effect the finandng of the cable plant; it would also create, in the

eyes of the flnandal market, a dangerous precedent In which anyone. who builds a
superior network would rfsk having that network subsequently subject· to common

carrIer regulatIon. At a mInimum, this would significantly raIse the cost of capItal for

new competitors. More likely, it would be the death knell for any number of other

proposed high-speed broadband communicatIons systems.

The enthusIasm of those who would speed the deployment of broadband networks by

subsidizing the ccst of the customer equipment would also be dampened. As the cost

of cU3tamer equipment Is one or the major deterrents to rapid deployment, this kind of

arrangement is crItical to buildIng early customer acceptance, and Commission action

that would undercut such transactions will eliminate this kind of support.

We are excited about the economic and social benefits that new technologies can create for

AmerIca. We believe that the Federal CommunIcations CommissIon has appropriately

articUlated speeding the deployment of broodbond networks as one or Its most important

goals, but that goal wfll never be reached and these benefits will never be realized If the
Commission acts In a way that und~rmlnes investor confidence to provide capital for these
new networks.

SIncerely yours,

atf?C__
laura A. MartIn

Credit Suisse Arst Boston

CorporatIon

Thomas W. Eagan
PaineWebber Incorporated

Dennis H leIbowitz

Donaldson, lufkin & Jenrette

SeaJritles

Jessica Relf Cohen

Merrtll Lynch, Pierce,

Renner &. Smith Incorporated
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This would not just effed: the nnandng of the cable plant; It would also create, in the
eyes of the financial market, a dangerous precedent In which anyone Who builds a
superior network would risk haying that network subsequently subject to common
carrier regulation. At a minimum, this would significantly raise the cost of capital (or
new competitors. More likely, it would be the death knell for any number of other
proposed high-speed broadband communications systems.

The enthusiasm of those who would speed the deployment of broadband networks by

SUbsidizing the cost of the aJstomer equipment would also be dampened. As the cost
of customer equipment is one of the major deterrents to rapid deployment, this kind of

arrangement is critical to building early aJstomer acceptance, and Commission action

that would undercut such transactions will eliminate this kind of support.

We are exdted about the economic and sodal benefits that new technologies can create for

America. We believe that the Federal Communications Commission has appropriately

artiOJlated speeding the deployment of broadband networks as one of Its most Important

goals, but that goal will neve~ be reached and these benefitS will never be realized If the
CommissIon acts In a way that undermines Investor confldence to provide ca.pital for these

new networks.

Slncercly yours,

Laura A. Martin
Credit Suisse FIrst Boston,
Corporation '

Dennis H LeibowItz

Donaldson, Lufldn a Jenrette

securities

Jessica Reif Cohen

Merrill LYnch, Pierce,

Fenner & Smith Incorporated

~
PafneWebber Incorporated



cc: Commissioner Harold Furchtgott-Roth

Commissioner Susan Ness

Commissioner Michael Powell

Commissioner Gloria Trlstanl


